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SUMMARY 


Economic conditions in the Sudan have continued to deteriorate over the past year and 
are unlikely to do much more than stabilize during the next few months. Later this 
year and next, financial pressures will again increase. The result, in the absence of 
relatively massive new inflows of foreign assistance, is apt to be a renewal of intense 
balance-of-payments pressures, reduced imports and a further downward trend in the 
economy. 


Fighting against this trend, the Sudanese Government is making every effort to 
revitalize the economy, increase agricultural production and exports, and set the stage 
for the kind of economic growth that the Sudanese and their supporters have long 
believed possible. Working with the International Monetary Fund (IMF), the World Bank 
(IBRD), and several Arab and non-Arab donor countries, the Sudanese already have had 
some success in improving the underlying infrastructural and productive capacities of 
the country. Further gains are on the way and some will begin to take effect within the 
coming year. Nevertheless, it appears that the overwhelming reality of severe financial 
pressures will far outweigh any gains in real productive capacity. The result could 
mean another decline in real per capital income and additional deterrents to economic 
growth. 


Due to the increased level of U.S., international agency, and other official assistance to 
the Sudan, total American .exports should increase, even as commercially financed 
exports continue their decline. At the same time, serious economic and, particularly, 
financial problems will act to further postpone long-awaited increases in foreign direct 
investment, even though the Sudan's long-term economic prospects are promising. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Given the deteriorating balance-of-payments situation over at least the past 3 years, a 
rapidly increasing debt load and unmet repayments obligations, a faltering 
infrastructure and a costly development program (which is beginning to pay dividends), 
the Sudan is in the early stages of a program to consolidate its economic position. The 
Government's program to redress existing financial imbalances and bring its productive 
capacity more closely into line with the country's developmental and consumption needs 
is conceptionally sound. However, the magnitude of the Sudan's problems is so great 
that even a successful program can bear fruit only slowly. The interim period, unless 
major new sources of assistance are found, will be at least as difficult as the past year 
has been. 


Although reliable up-to-date national accounts data are not available, there are 
preliminary estimates for the fiscal year ending in June 1979 and more general 
indications of activity since then. General economic activity, as measured by the gross 
domestic product (GDP), declined by some 8 percent in fiseal year (FY) 1979. The 
decline was due in large part to a general fall in actual physical production, especially 
in the all important agricultural sector. For a variety of reasons, cotton production 
dropped by nearly 30 percent, peanut output fell over 18 percent, sesame and sugar 





production declined slightly, and gum arabic collection remained stagnant. At the same 
time, industrial production declined slightly in current prices and fell substantially in 
real terms. Exports of $527 million during FY 1979 were down 4.3 percent from the 
previous year ($551 million), while imports were $1,138 million compared with $1,188 
million in 1978. The current account deficit of $458 million in FY 1979 was only 
partially covered by official capital inflows, and payments arrears mounted by $116 
million. During the same period, the 25 percent inflation rate was fueled by rising 
import costs, especially of crude oil and petroleum products, and was reinforced 
internally by excessive official and private credit expansion and by the impact of wide 
spread commodity shortages in what was already a seller's market. In short, the fiscal 
year ending June 30, 1979 was a poor one. Its major positive element was that during 
the year, the Government of Sudan concluded a long-term agreement with the IMF and 
shortly thereafter began an even more vigorous independent attempt to bring the 
economy under control. 


Events since the beginning of FY 1980 are not subject to documentation through 
reliable data, but they are nevertheless fairly clear, both in their outlines and general 
trend. As a part of its long-term agreement with the IMF, the Sudan was obliged to 
institute strict controls over the country's assumption of new foreign debt, limit official 
spending and internal credit. expansion, eliminate consumer subsidies, forego new 
development projects while seeking increased production from existing ones, and 
complete projects already in progress. Another important element of the policy 
package was agreement that the Sudan should seek rescheduling of its debt to both 
public and private lenders, so as to reduce the already near overwhelming load on the 
country's balance of payments. In part because there was little choice, but, more 
importantly perhaps, because the Government already had come to the conclusion that 
an "IMF-type" program was necessary to correct serious imbalances in the economy, 
initial reforms were begun as vigorously as political realities permitted. Even after the 
IMF program was adopted, the Government believed that further, more drastic 
measures were necessary,. In consultation with the IMF, the IBRD, and others, but 
independent of them, the Government fashioned a new series of steps that were 
designed to reduce the power of the bureaucracy, attract greater expatriate earnings, 
improve the productivity of government-owned factories and farms, and ultimately, to 
enhance the environment for domestic and foreign investment. 


Specifically, the IMF and Sudanese programs required that the Sudan delay for at least 
3 years any new investment projects and reorient the country's investment spending to 
finish ongoing projects such as the Asalaya Sugar Mill, the Rahad Agricultural Scheme 
and the expansion of the Atbara cement factory. In addition, the Government proposed 
to rehabilitate the single most important agricultural area, the huge Gezira Scheme, 
using funds provided by the IBRD. Infrastructure, the major bottleneck, is receiving 
special attention. The railroad, whose performance has been a major headache for 
some time, was already scheduled for major rehabilitation under a joint IBRD, 
European, Japanese, and Arab project. The IBRD also programmed the upgrading of 
power generation capacity. Both projects already have had some positive effect and 
should be increasingly important in enhancing productivity over the next year or two. 





On the financial side, the Government limited its recurring and development budgets 
for the current fiscal year and reduced the operating budget by an additional 6 percent 
in late 1979. More conservative credit limits for the Government have been 
maintained, although private credit has somewhat exceeded IMF limits so far this year. 
One result, compounded by higher import prices for petroleum and other products, has 
been further inflation. The Embassy believes in the absence of official figures, that 
inflation has been running at about 50 percent for the past few months. In external 
finance, a meeting of the Paris Club in November succesfully established the major 
elements of the rescheduling of debt owed to official creditors. Several of the bilateral 
implementing agreements of that umbrella agreement have been concluded. 
Negotiation of private rescheduling, where larger amounts are involved, has 
‘understandably been slower and more difficult. However, the process is continuing and 
a conclusion will be reached in the relatively near future. 


ECONOMIC OUTLOOK 


When compared with either the recent past, or to the near-term future, the view 
through a window on the Sudan is fairly benign. A thorough change in the top economic 
leadership in the Government has given the country energetic, forward looking, and 
effective management. The new leaders are competent and dedicated to positive 
change. As noted earlier, another area in which improvement is noticeable is the 
country's infrastructure. The vital all-weather road that runs from Khartoum through 
the major agricultural areas to Port Sudan should be completed soon, and a great deal 
of commercial freight is already moving over finished sections. The railroad has 
improved and power generation, if not necessarily actual power transmission, has grown 
somewhat closer to demand. Wheat, sugar, and other essential commodities appear to 
be in reasonable supply and should prove sufficient to weather the upcoming period of 
rainy season shortages. The populace has been heartened by the news that Chevron has 
made another small oil find and is now hopeful that there will soon be further good 
news. Finally, the Sudan will finish FY 1980 with a lower unfinanced 
balance-ofpayments gap that has been the case for several years. (The term 
"unfinanced payments gap" has no independent reality. It is a planning concept that 
indicates the amount of new financing, or arrears accumulation, necessary to fund a 
desired level of imports.) 


In the Sudanese fiscal year beginning July 1, 1980, a continuation of the Government's 
conservative economic strategy and slow, but solid, gains in most of the country's 
economic fundamentals are anticipated. It appears that the country's gains in other 
areas will almost certainly be overwhelmed by a return of almost insurmountable 
balance-of-payments problems (see below). The result, failing massive intervention by 
donor nations and international lending institutions, could well be a crippling shortfall in 
available foreign exchange, with repercussions throughout the country's economic and 
political life. At the bottom of the country's economic troubles is finance. Because the 
Sudanese Government has attempted for years to finance its development program by 
rapidly increaseing foreign debt and by "running the presses," the Sudan faces an 
inflation rate estimated at over 50 percent, as noted above. (Imported inflation, 
particularly for oil, has been a major contributing factor.) As a result, the Government 





has agreed with the IMF to restrict new credits, both to public and private sectors. 
Targets for new credit have been exceeded so far this year. Further credit restrictions 
will therefore be necessary the last quarter of this fiscal year and probably all of FY 
1981. Both inventory finance for existing business and, particularly, funds for new 
private investment will be hard hit. At the same time, the squeeze on Government 
spending in a time of high inflation will strike at the living standards of all Government 
employees, civilian and military alike. Any resulting reduction in real wages could have 
an adverse impact upon consumer spending, investment, and, perhaps, even political 
stability. 


Shortages of foreign exchange, which underlie most of the other problems in the 
economy, will continue and intensify. When the current fiscal year ends, the country 
will find that it has had a poor, but manageable, financial year. The following 12 
months will almost certainly be much harder to handle. Even when based upon 
relatively optimistic assumptions, any analysis of the financial situation must come to 
the conclusion that the fiscal year beginning in July will end with an unfinanced 
payments gap of several hundred million dollars. We cannot reasonably expect that a 
gap of this magnitude can be closed, or even substantially narrowed, through short-term 
measures to increase local productivity. The solution, if there is to be one, must come 
from outside. 


INDUSTRIAL PRODUCTION 


Industrial production during the next 12 months should improve slightly, although that 
judgment is subject to a number of questions and qualifications. The important textile 
sector has been suffering from a shortage of raw materials for some time. That 
condition will almost certainly worsen as lower usable production and a continued 
emphasis on raw cotton exports reduce supplies available for local consumption. 
Shortages of trained personnel will continue to plague all manufacturers and can be 
expected to intensify in 1980 as the deepening financial crisis makes other pastures 
appear greener than ever to skilled workers, engineers, and managers. 


Industry, like practically all households, will probably also face continued shortages and 
intermittant cuts in electric power. Power generation capacity has grown by 
approximately 30 percent. Under normal circumstances, we might conclude that usable 
power supplies should also improve. However, demand has also grown and the 
foreign-funded increases in on-line primary generation equipment have not been 
matched by a parallel program to enhance the delivery capacity of the utility company. 


A final problem, which will continue to affect industry as well as agriculture and 
transport, is that the availability of spare parts and raw materials is not likely to 
improve much during the next year and could easily get worse because of the shortage 
of foreign exchange. In spite of major programs by the IBRD, the United States, and 
others, the spare parts and raw materials needs of Sudanese industry are likely to go 
unmet. That problem, when compounded by shortages of trained labor, electricity and 
local finance, will probably lead to another year of little growth in industrial production. 





AGRICULTURAL PRODUCTION 


In agriculture, always the most important single element is the Sudanese economy, the 
news has been mixed. On the positive side, the long-awaited first production from the 
large Asalaya Sugar Mill and from the even grander Kenana sugar complex finally began 
last month. While neither project will make a substantial contribution to the country’s 
sugar needs this year, the fact that something concrete is finally happening is definitely 
good news. The Rahad Scheme is going ahead as planned and, from early reports, is 
producing at relatively high efficiency. It appears that the Rahad, with its medium 
staple cotton, groundnuts, and sesame, will be a positive element in Sudanese 
agriculture this year and in years to come. 


Less positive, and unfortunately much more important, is the news on this year's cotton 
crop and the entire agricuitural incentives reform program. The incentives program, a 
much-needed plan to enhance agricultural production, particularly in the relatively \ 
inefficient Gezira area, grew out of the fact that artifically established cost and 
pricing relationships in agriculture have long acted as disincentives to the production of 
the major export crops. The proposed cure was an undertaking by the Government to 
rationalize land, water, and other charges, and to give farmers a larger share of any 
increases in output. When the Government attempted to implement the program, the 
Gesira tenant farmers' perception that it would make life more difficult for them (by 
forcing changes in resource allocation and by tying earnings more closely to 
productivity) led to a strike and planting delays. As a result of this political resistance, 
the Government felt constrained to postpone reforms. The decision was 
understandable, but unfortunate for the country's future. A short-run price was also 
paid. Due to the lateness in planting, production levels were not improved as hoped. 
Current data indicate another production decline, perhaps by as much as 24 percent. 
Worse, the cotton crop has been seriously infested by white fly. The value of 
production, and therefore FY 1981 export receipts, will certainly be down substantially 
from FY 1980. 


Production of other agricultural crops appears to have improved over last year, 
although the figures are still preliminary, in spite of some softness in world prices, total 
export receipts for "non-cotton" agricultural products should be up from $206 million in 
FY 79 to perhaps $320 million in FY 1980, providing at least some cushion for the 
balance of payments. 


FOREIGN ASSISTANCE 


External assistance, which has been the country's mainstay for the past several year, is 
already at fairly high levels. In addition to continuing balance-of-payments and project 
assistance from Saudi Arabia and some Arab financial institutions, the Sudan is also 
receiving high levels of aid from the IBRD, Europe, Japan and the United States. U.S. 
aid in particular has risen rapidly, climbing from only $7 million in food aid 3 years ago 
to some $130 million this year (including $25 million in Foreign Military Sales (FMS) 
credits). However, current levels will not be enough. If next year's exceptionally 
difficult financial crunch is to be avoided, or even reduced to manageable 





levels, commitments and particularly disbursements of balance- of-payments assistance 
must not only stay as high as they already are, but grow. 


The outlook for such growth is not good. While there is optimism that traditional 
donors, especially Arab states, will continue and perhaps increase their aid levels, the 
amounts required are exceptionally large. There is expectation, or rather hope, that a 
portion of the required incremental millions will be available from the combined action 
-of all donors. However, this will leave a still impressive gap. In closing that gap, the 
Sudan might be faced with an impossible choice between a major reduction in imports 
and a default on payments obligations established in just-signed debt rescheduling 
agreements. If the first option is chosen, consumption and new investment will suffer. 
The equally unattractive second choice would lead to an almost immediate loss in 
already thin private credit facilities and another blow to the country's shaky credit 
rating. Either option would lead very quickly to further drops in the real incomes of the 
Sudanese people and another postponement of the hoped-for time when the Sudan no 
longer depends upon outside aid for its growth and very survival. Unfortunately, one 
option or the other now appears to be almost inescapable. 


The World Bank recently approved a $65 million agricultural rehabilitation loan and has 
a wide range of other active projects. While speed of disbursement undoubtedly will 
continue to be a problem, the Bank has now definitely shifted its orientation toward 
projects that have a relatively quick impact upon infrastructure, agricultural 
productivity, and the balance of payments. 


Recent new commitments from other donors have shown a similar shift. The United 
States has allocated a large portion of its aid to programs that will have the same kind 
of impact on productivity and balance of payments as envisaged by the World Bank. 
Other donors, including the Dutch, British, Germans, and French are also concentrating 
on balance-of-payments assistance. They have put emphasis on grant aid to reduce the 
Sudan's later payments burden. 


IMPLICATIONS FOR THE U.S. 


Perhaps ironically, the somber view of the Sudan's short-term economic and financial 
prospects does not translate into a similarly pessimistic outlook for U.S. trade with the 
Sudan. While private and supplier credits for the Sudan have declined (and will probably 
dry up still more next year) and support from the U.S. Export-Import Bank has not been 
available for over 2 years, direct sales by American companies should be up this year 
and will almost certainly grow in 1981. 


Reasons for such apparently contradictory optimism are not hard to find. First, the 
$130 million in new U.S. AID commitments (over $100 million in economic assistance 
and $25 million in FMS credits) this year should result in some $80 to $90 million actual 
disbursements over the next 15 months or so. If current plans withstand the 
encroachments of budgetary stringencies in the United States, another $130 million 
should be targeted for the Sudan before the end of 1980. Even though only a small 
portion of that new obligation is apt to be spent by the end of the year, there is 





every chance that as much as $80 to $90 million in United States goods and services 
exports will be financed by the U.S. Government during the next 12 to 15 months. Of 
that amount, perhaps $20 to $30 million will be spent for PL-480 wheat and flour, 
another $30 million or so should go for basic military equipment under the Foreign 
Military Sales program, and as much as $40 million might be disbursed from larger 
amounts obligated under balance-of-payment grants this year and next. 


Although much of the other assistance received by the Sudan is tied to procurement 
from the donor country, IBRD/IDA grants and most assistance from Arab governments 
and financial institutions are open to all comers. American suppliers, whose price 
normally is competitive and whose quality is much esteemed, should continue to do well 
in such open competition. 


Outside of programs financed by donor agencies, sales will continue to be easy but 
repayment slow. While the market is certainly there, the money is not. As a result, 
American sales representatives will find an eager audience. They also will be told that 
the necessary import permits, which are approved only when foreign exchange is 
available, may not be forthcoming for months. Some sales will be possibly based 
entirely upon foreign exchange independently available to the Sudanese Government and 
private banks. In addition, a certain amount of imagination and flexibility can pay high 
dividends in arranging finance for sales of some kinds of equipment. It is possible, for 
example, to tie payments for equipment to the export proceeds of that equipment. In 
some cases, where equipment is to be used to produce export products, the Sudanese 
Government may agree to terms that provide for product sales through a specified 
agent, transfer of funds to an outside bank and allocation of some fixed portion of the 
proceeds to the supplier to amortize a supplier credit. Although this approach is 
obviously limited in scope, it is one way around the financial bottleneck and should be 
considered by any supplier whose customer is otherwise sound and has a product suitable 


for export. 


Specific areas of interest for American exporters have not changed. In agriculture, the 
emphasis will be on medium and large tractors, plows and other ancillary equipment, 
cotton and peanut planters and harvesters, irrigation pumps, and such earthmoving 
equipment as land levelers, backhoes, and front loaders. .There is a substantial market 
in both the public and private industrial sectors for modern oil seed handling and 
crushing machinery, as well as some interest in new equipment for spinning and 
weaving, cement manufacture, and clay brick and cement block manufacturing 
equipment. Large over-the-road trucks will continue to find a good market. In both 
public and private sectors, however, finance for both new equipment and spares is very 
scarce, with payment/delays running at about 16 months. The Sudanese Government 
will continue to focus on equipment and spare parts for the Sudanese Railway 
Corporation financed by the IBRD and Arab donors, on power generation spares (much 
of the major equipment is financed under tied loans and grants from non-U.S. donors), 
and on agricultural and industrial equipment and spares. 





IN VESTMENT OUTLOOK 


The Sudan's emphatically positive political climate and solid long-term economic 
prospects should theoretically make the country an ideal ground for American 
investors. The prospects of a new simplified investment code, which is expected to 
become law shortly, should also enhance the overall investment climate here. The U.S. 
Overseas Private Investment Corporation continues to be optimistic on the country's 
long-term future and is active in providing official U.S. Government insurance against 
political and other risks. However, today's uncertain near-term economic climate 
understandably inhibits prospective investors, who rightly believe that transportation, 
power and other bottlenecks make successful investment a difficult undertaking. 
Perhaps more importantly, there is a strong likelihood of continuing shortages of 
foreign exchange and of locally-generated funds for spare parts and raw materials 
imports. This situation will also inhibit license fee and profit repatriation. Significant 
foreign investment will certainly come in time, but due to these economic and 
financial it is not expected during the next 12 months. 
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